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BUSINESS 


Recent Highlights 


The Index of Business Activity in New Mexico 
rose | per cent from April to May to 175.1 per 
cent of its average in 1947-49, but it failed to 
reach its level of 1953 for the second successive 
month. Nearly all measures of activity showed 
signs of a mild slacking off. Sales of retail stores 
gained a husky 13 per cent from April, but they, 
too, fell short of their 1953 record. Furniture and 
appliance dealers were the only retail group to 
show any large improvement over a year earlier, 
but that was largely because of their poor sales 
in the previous May. Retail sales for the first five 
months of 1954 were 3.4 per cent under 1953, a 
reversal of the postwar trend, but certainly not 
a serious decline. Wage employment aude its 
usual seasonal gain to a level very slightly below 
May 1954. Construction activity continued to 
lag. Production of both petroleum and potash 
showed good gains in May, but the sharp de- 
cline in metallics and the continued drop in farm 
prices afforded no help in bolstering the State's 


® Banking mirrors business 


» Retail sales--first five months of 1953 and 1954 


economy. | 
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Banking Mirrors Business 


HE CHARTS ON THESE pages provide a 

thumb-nail picture of what has happened to 

banking in New Mexico during the last 
quarter century. You might also think of them as 
pictures of business through one complete busi- 
ness cycle, because what happens to the banks 
reflects what happens to business generally. 
This is particularly true with respect to the 
growth of banking resources and the changing 
uses which the banks make of these resources. 

The principal function of banks is to provide 
credit--primarily short-term credit to business. 
They also accept deposits from individuals, 
businesses, governments, and other banks. Such 
deposits provide the bulk of the funds upon which 
the banks base their lending operations. But 
bank deposits, in large part, are "created" by 
the banks granting credit in the form of deposits 
against which the borrower can draw checks. 

In this way the banks finance a good portion of 
business activity, providing funds which can be 
used against the receipt of income for the pur- 
chase of raw materials, the payment of wages, 
the purchase of inventory, andeven the purchases 
made by consumers. 

Consequently, when business activity is high, 
bank loans and deposits expand, and their re- 
sources grow. As business conditions change, 
the banks put their resources to different uses, 
trying to find that combination which will provide 
the optimum of safety for their depositors, credit 
for their customers, and earnings for their 
stockholders. 


The story of the changing volume and uses of 
bank resources in New Mexico depicted by the 
accompanying charts reflects clearly two types 
of changes: (1) those caused by the business 
cycle and (2) those resulting from long-run 
changes in economic conditions. 


Depression, War, and Prosperity 


esources of New Mexico banks reached a peak 

in 1928. Beginning in the latter part of 1929, 
the Great Depression brought an end to a long 
period of growth, and by 1933 the assets (or re- 
sources) of the State's banks had shrunk to less 
than two-thirds of their 1928 level. This was 
largely the result of withdrawing of deposits, 
bank failures (the number of banks dropped from 
58 in 1928 to 41 in 1933), and the sharp decline 
in business borrowing. 

In the general decline the shrinkage in loans 
and discounts was much more marked than that 
in deposits and in total resources. As a result 
cash tended to accumulate, and the banks were 
faced with the problem of finding uses for it 
which would bolster their falling earnings. 

This they did by investing proportionately more 
of their resources in securities, thereby pro- 
viding themselves with earning assets of a highly 
liquid nature and providing the government with 
a market for its rapidly growing bonded debt. 
And even though the government bonds did not 
earn nearly as much as an equal volume of 
commercial loans, they did provide some earn- 
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ings which cash in the vault would not. 

Even so, cash became a problem, as can be 
seen by the following comparison of the distri- 
bution of principal bank assets in 1929 and 1934. 


1929 1934 
Loans and Discounts 47% 23% 
Securities 27% 33% 
Cash and Bank balances 22% 43% 


The declining resources, the greater decline 
in loans and discounts, the tendency for cash to 
accumulate, and the necessity for placing a 
greater portion of resources in securities re- 
flected the business situation; the outlook for 
profits did not justify business asking for, nor 
the banks granting, very much credit. 


Partial Recovery 


n 1934 there was a substantial gain in bank re- 

sources, largely because of regaining confidence 
and the return of cash out of hiding. But it was 
not until 1935 that loans and discounts showed 
any substantial increase, reflecting the better 
business outlook. 

By 1941, however, loans and discounts had 
risen 168 per cent above their low of 1933, so 
that the banks now had nearly one-third of their 
resources on loan, and securities accounted for 
only one-quarter of total assets. 


Impact of the War 


he war brought an abrupt change to New Mexico 
banking. Deposits from all sources brought 
cash flowing into the banks. By the end of 1942 


and- - 


bank resources were 50per cent larger than they 
had been a year earlier. This flow of cash posed 
a serious problem, because business borrowing 
did not gain correspondingly. 

Defense activity generated little business 
borrowing in New Mexico during the early part 
of the war. Loans and discounts actually de- 
creased 15 per cent from 1941 to 1942. Without 
a demand for loans, the banks went all out in 
support of the government bond market. They 
more than doubled their holdings of securities 
(mostly U. S. governments) in 1942 alone. 

Although borrowing increased during the rest 
of the war, it did not gain as rapidly as did re- 
sources, swollen by deposits of government 
funds, liquid and liquidating businesses, and 
individuals with rising incomes and curtailed 
opportunities to spend them. 

By the end of 1945 the full effects of the war 
had been wrought on New Mexico's banks. Their 
resources were more than three times as large 
as in 1941, but half of their swollen assets were 
in securities, and only 14 per cent could be 
placed in the much more lucrative loans and dis- 
counts. The volume of business, particularly of 
the retail and service trades, had grown tre- 
mendously, but eagy money and inflated incomes 
provided ready cash, and business had little need 
for bank credit. 


Prosperity. 


Tt year 1946 saw the beginning of a period of 
almost uninterrupted business expansion. Dur- 
ing the period from 1946 through 1953 the growth 
in bank resources has been at a much slower 
(continued on page 6) 


CHANGING USES OF BANK CREDIT 
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Retail Sales 


W ith this issue of NEW MEXICO BUSINESS we 
begin the publicationeach month of the dollar 
volume of retail sales in New Mexico counties. 


The accompanying tables compare the first five 
months of 1953 and 1954. Similar comparisons 
will be published for the remainder of this year. 


Total retail sales in New Mexico in the first five 
months of this year were 3.4 per cent under 


RETAIL SALES IN NEW MEXICO COUNTIES 


FIRST FIVE MONTHS OF 1953 


(add 000) 
Furniture & Building 

County Apparel Automotive Subsistence Appliances Material Other Total 

Bernalillo $ 5,168 $27, 360 $23, 959 $ 6,378 $12,578 $ 27,708 $103,151 
Catron 0 122 154 re 9 159 455 
Chaves 802 6, 721 6, 062 910 2, 788 6, 431 23, 714 
Colfax 229 1,915 1,579 133 375 1, 665 5, 896 
Curry 443 3,915 3,091 447 775 3,072 11, 743 
De Baca 0 _ 387 351 23 146 416 1, 323 
Dona Ana 338 5, 177 3, 087 684 973 3, 692 13,951 
Eddy 6,536 5, 809 1,123 1, 765 a, 23,723 
Grant 176 3, 255 2, 467 432 496 2, 768 9,594 
Guadalupe 12 721 551 34 93 655 2, 066 
Harding (a) 94 22 0 28 320 464 
Hidalgo 55 825 962 25 216 592 2,675 
Lea 890 &, 389 6, 863 637 3,153 14, 769 34, 701 
Lincoln 19 407 812 5 253 1, 163 2; '659 
Los Alamos 135 361 830 4 2 476 1, 808 
Luna 95 1,980 1,108 314 372 1, 760 5, 629 
McKinley 137 3, 808 2,673 317 450 3, 380 10, 765 
Mora 5 165 63 2 2 387 624 
Otero 217 1,974 1, 630 225 691 1, 489 6, 226 
Quay 241 2,192 1,901 110 478 1,005 5, 927 
Rio Arriba 41 1, 482 1,019 106 109 1, 235 3,992 
Roosevelt 191 1,931 1, 480 270 734 1, 345 5, 951 
Sandoval 18 479 754 51 49 798 2,149 
San Juan 275 2, 896 2,290 250 874 3, 898 10. 483 
San Miguel 117 1, 859 1,655 140 401 2, 121 6, 293 
Santa Fe 721 4,014 5, 761 496 1,319 4, 446 LG, 757 
Sierra 22 791 1,073 83 184 698 2, 851 
Socorro 27 798 795 64 118 694 2, 496 
Taos 10 697 883 107 33 686 2, 436 
Torrance 18 569 435 29 114 $31 1, 693 
Union 60 501 701 13 122 561 1, 958 
Valencia 33 1,512 1, 242 212 235 1, 699 4, 933 
Unallocated 346 394 702 255 1,218 8,014 10, 929 
Total $11, 616 $94, 227 $82, 764 $13, 890 $31,170 $106,348 $340,015 


(a) Less than $1,000. 
Source: School Tax Division, N. M. Bureau of Revenue. 


| 


the same period in 1953 despite the fact that the 
year begun with sales figures larger than last 
year's. The decline, however, is largely due to 
lagging automobile sales. Of the $11 million de- 
crease, the drop in the sales of new and used car 
dealers accounted for $8 million. 


The slow-down of construction activity over the 
State was responsible for the decline of another 
$3.6 million in the sales of building material 
dealers. Apparel stores and the "other retail" 
group didn't do quite as well as they did in 1953, 

(Continued on page 6) 


RETAIL SALES IN NEW MEXICO COUNTIES 
FIRST FIVE MONTHS OF 1954 


(add 000) 
; Furniture & Building 

County Apparel Automotive Subsistence Appliances Material Other Total 

Bernalillo $ 4,749 $24, 616 $23, 600 $ 8,497 $11, 374 $ 26,445 $ 99, 281 
Catron 0 97 135 25 21 152 430 
Chaves 876 5, 674 6, 347 1,141 1,874 7,024 22, 936 
Colfax 165 1,593 1,478 113 286 1, 715 5, 350 
Curry 451 3, 686 2,871 381 705 3, 531 11,625 
De Baca o 331 287 22 121 402 1, 167 
Dona Ana 320 4, 202 3,512 556 1, 441 3, 327 13, 408 
Eddy 756 6, 200 5, 796 946 1, 339 7, 361 22, 398 
Grant 150 2,019 2,509 256 353 2, 151 7,438 
Guadalupe 23 629 620 52 123 639 2, 086 
Harding (a) 106 42 0 21 309 478 
Hidalgo 47 793 815 42 165 627 2, 489 
Lea 884 7, Bae 6,451 554 2, 077 13, 580 31,078 
Lincoln 15 466 747 10 291 677 2, 206 
Los Alamos 128 408 954 125 16 514 2,145 
Luna 92 1, 461 1, 204 477 317 1,536 5, 087 
McKinley 184 3, 428 2,941 253 429 2,907 10, 142 
Mora 7 192 72 5 13 353 642 
Otero 212 1, 830 1, 883 216 513 1,679 6, 333 
Quay 183 1,672 1, 717 99 324 993 4,988 
Rio Arriba 31 1, 340 2, 4417 68 117 1,188 3, 861 
Roosevelt 165 1, 576 1, 360 342 425 1, 356 5, 224 
Sandoval 10 2% 779 (a) 3 881 1, 948 
San Juan 433 3, 522 2, 3509 280 1,182 6, 150 13, 922 
San Miguel 127 1,517 1,478 114 298 1, 669 5, 203 
Santa Fe 750 3. 428 5, 1o0 573 1, 464 4,852 17,145 
Sierra 13 701 1,013 19 iz 636 2,555 
Socorro 29 760 819 ad 101 636 2, 389 
Taos 29 536 853 119 83 659 2,279 
Torrence 8 568 424 23 146 566 1, 735 
Union 63 472 532 42 115 601 1,825 
Valencia 64 1, 660 1,351 202 227 1, 701 5, 205 
Unallocated 350 612 2,158 142 1, 432 8, 890 13, 584 
Total $11, 318 $84,195 $83,975 $15, 738 $27, 569 $105,757 $328,552 


(a) Less than $1,000. 


Source: School Tax Division, N. M. Bureau of Revenue. 
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Retail Sales--continued 


but together they accounted for less than $1 
million of the drop in total retail sales. 

On the other side of the ledger, sales of the 
subsistence group (food stores, eating places, 
and public lodgings) increased 1.5 per cent over 
1953, and furniture and appliance stores chalked 
up a husky 13.3 per cent gain. 


hat has happened to retail trade in this State 

parellels rather closely what has happened 
generally throughout the nation, as can be seen 
by the following comparison of changes in the 
first five months for New Mexico retailers and 
for all retail stores in the United States. 


N. M. U.S. 
Building Materials =11..6 
Automotive €.2 
Apparel 26 2.4 
Other = (026 
Subsistence + 2.5 
Furniture & 
Appliances +13..'3 + 0.3 
Total = 3.4 - 2.4 


Although retail trade in New Mexico appears to 
have suffered more than it has in the nation as a 
whole, the major retail groups even occupy the 
same relative positions with reference to their 
changing fortunes. 

There was this difference between the State and 
the nation, however. The down-turn for the 
country as a whole began in November 1953 and 
continued through May, whereas in New Mexico 
it didn't begin until March 1954. Nation-wide 
the decline seems to be arrested, and Professor 
Sumner Slichter of Harvard thinks that the danger 
of severe recession seems to be over. If this is 
true, and if New Mexico follows the nation, then 
we may soon expect an end to the decline in re- 
tail activity. SD 


Banking--continued 


rate than was true between 1942 and 1945, but 
the steady increase in deposits has been largely 
the result of expanding loans to business, agri- 
culture, and consumers, to finance business 
prosperity. 

With the increasing demand for loans, the 
banks were able to devote an increasing propor- 
tion of their resources to this use. Although 
they continued to purchase securities, these 
played a decreasing role in the earning assets of 
New Mexico banks. Moreover, the banks were 
able to find revenue-producing uses for a larger 
proportion of their total resources than they had 
since 1929. By 1950loans and discounts amounted 
to 31 per cent of total resources and securities 
had dropped to 37 per cent, so that 68 per cent of 
the banking resources of the State were earning 
assets. 


The New Prosperity for Banks 


A ome this 68 per cent represented a de- 

sirable figure in terms of postdepression ex- 
perience, prior to the depression banks had been 
accustomed to have around 75 per cent of their 
resources in earning assets and from 50 to 70 
per cent in loans and discounts alone. The de- 
pression brought important changes: a drying 
up of business borrowing; a desire on the part of 
business to keep as liquid as possible, to trim 
inventories, and to keep out of debt; and the as- 
sumption by the government, directly or in- 
directly, of many credit functions, with a con- 
sequent tremendous increase in government 
bonds. 

The banks, too, desired to maintain maximum 
liquidity through large cash balances in their own 
vaults and in other banks and large secondary 
reserves of readily marketable securities. 
Caught between declining loans and pressure to 
buy government bonds, they purchased huge 
quantities of government securities. By main- 
taining this high degree of liquidity, they kept a 
large portion of their assets in a form which 
could produce no earnings, and they completely 
altered the composition of their earning assets. 

Loans and discounts, which earn a relatively 
high rate of return, shrank from 47 to 23 per 
cent of total resources. Securities, which pro- 
duce relatively low earnings, rose from 27 to 37 
per cent of total resources. 


ever business borrowing picked up after 
1933 and grew to record proportions during 
the war and the postwar prosperity, it did not 
gain as rapidly as bank resources did. Con- 
sequently the banks have been forced to find 
other uses for their resources. They have been 
(continued on page 8) 


BUSINESS ACTIVITY IN NEW MEXICO 


May Fel com cuunge may rer Cent Change 
Index May 1954 From Index May 1954 From 
(1947-49 mo. April May (1947-49 mo. April May 
av. = 100) 1954 1953 av. = 100) 1954 1953 
MAY DATA 
Index of Business Activity. .. . 175.1 * 1.8 - 2.4 Wage Employment ....... 133.9 + 1.0 - 0.3 
145.7 + 13.0 + £2 Moenufecturing. .......+. 164.3 * 2.3 
Automotive. .......... 132.2 + 12.5 - 10.8 Transportation and Utilities 124.0 * 5.1 
160.4 + 17.0 + 1.0 139.0 - 0.7 0.0 
Furniture & Appliances .... 127.9 + 5.8 + 24.1 201.0 * 4,7 
Building Materials. ...... 134.4 + 14.4 - @.3 Services and Mise. ...... 109.5 + 0.9 - 0.4 
Other Retail Stores ...... 157.5 + 13.7 + 4.2 Government .......... 151.1 + 0.2 + 3.9 
Amusement Sales ........ 141.7 + 15.8 = £2 Contract Construction .... 109.2 + 6.2 + 0.7 
202.8 + 0.8 Building Permits ........ 158.9 - 38.9 + 29.4 
Construction Sales ....... 230.7 = @2 - 29.6 Petroleum Production ..... 166.6 + 1.5 + 6.0 
Wholesale Sales .......:5. 117.2 + - 4.7 Electric Power Production. . . 169.2 * - 0.5 
Public Utility Gales ...... a. 170.5 - 2. + &.% Metallics Production - Total. . 55.8 + 6.9 - 32.4 
Mamdmeactiring ........4. 279.3 = 32 + 2.6 Mine Production - Copper ... 90.8 + €.7 - 22.8 
Life Insurance Sales ...... 257.7 + 2.4 + 4.2 Mine Production - Potash ... 210.5 + 6.3 + 7.0 
172.8 + 3.0 + 3.9 All@arm Price. ....... 94.1 + 0.7 - 5.6 
Bank Loans and Discounts ... 141.3 + 0.8 - #6 Livestock Prices ........ 96.0 + 1.5 - 3.3 
Demand Deposits. ........ 142.5 - 0:5 96.8 - 12.6 
175.5 =- 2.7 + 6.6 
Postal Receipts... 166.5 - + 
June Per Cent Change 
Index June 1954 From 
(1947-49 mo. May June 
av. = 100) 1954 1953 
Bank Loans and Discounts .. . 163.3 + 15.6 + 9.8 
Demand Deposits ........ 143.6 + 0.8 + 2.9 
185.5 * + 12.4 
Building Permits ........ 231.8 + 34.1 + 43.2 
Postal 194.1 + 16.6 + 17.2 
BUSINESS ACTIVITY BY DISTRICTS 
District 1 2 3 4 5 6 7 8 9 
June 1954 Compared With May 1954 
Bank Debits - * + 2:8 11.5 + 3.5 + 7.5 + 4.2 
Loans and Discounts - 16.5 - B.F + %,3 + 23.0 + 15.8 * $1.5 + 4.5 + 13.9 + 15.3 
Demand Deposits 65.8 - + + 3.1 - 1.3 - §.1 + 1.3 + 2.0 
Time Deposits * ig - £2 + 9.5 + + 2.3 + + 5.6 + 2.3 
Postal Receipts + 20.6 + 28.0 33.6 + €.2 + 29.7 + 18.7 + 26.8 + 37.1 + 21.3 
June 1954 Compared With June 1953 
Bank Debits + 3.0 + 14.8 + 25.8 - i.4 = §.4 + 0.5 - 12.6 - 3.2 + 0.4 
Loans and Discounts 1.4 + 36.6 + 41.1 + 7.2 - 21.6 * £9 - 28.8 + 1.0 + 30.4 
Demand Deposits - 3.1 + 17.4 - 2.0 - 0.8 + 15.7 - £4 - 3.9 + 2.4 *. RF 
Time Deposits # j1.4 + 13.8 * 4.3 + 14.9 + 19.9 + 8.6 ee + 28.8 + 9.8 
Postal Receipts + 27.9 + 18.6 + 22.9 + 12.0 + 20.3 + 8.3 + 12.2 + 32.9 + 22.3 
Source of data: 
Retail Sales data: N. M. Bureau of Revenue Electric Power Production: Federal Power Commission 
Potash Production: N. M. Bureau of Revenue Metallics Production: U. S. Bureau of Mines 
Petroleum Production: N. M. Bureau of Revenue Farm Prices: U. S. Bureau of Agricultural Economics 
Life Insurance Sales (New Ordinary): Life Insurance Agency Bank data (all series), Postal Receipts, Building Permits: 
Management Association Bureau of Business Research 
Wage Empioyment (all categories): N. M. Employment Security 


Commission 
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Banking--continued 


guided partly by the desire for a higher degree of 
liquidity than they maintained before the Depres- 
sion, partly by the pressure to buy government 
bonds, and partly by the necessity to transfer 
some of their funds from low-return securities 
to high-return loans. A comparison of the allo- 
cation of resources in 1929 and 1953 shows that 
they have accomplished the first two of these 
objectives but have not been very successful with 
respect to the third. Cash andsecurities account 
for a much larger proportion of resources in 
1953 than they did in 1929. But the relatively 
small proportion of resources in loans reflects 
unfavorably in earnings. 

This has encouraged the banks to compete for 
new types of loan business, formerly not favor- 
ably regarded. Particularly, they have cultivated 
the installment loan business. Prior to 1942 
the banks made so few installment loans that 
they were lumped with "all other loans" in pub- 
lished statements. In 1942, the first year in 
which they were separately stated, installment 
loans of all types accounted for only 0. 8 per cent 
of resources. At yearend 1953 installment loans 
to finance the purchase of automobiles alone 
amounted to 3.0 per cent of resources, and in- 
stallment loans of all types were 6.2 per cent. 
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Should Banks Promote Loans? 


| n contrast to the earning assets ratio of 68 per 


cent for New Mexico's banks, the nation's 
banks as a whole were able to achieve a ratio of 
earning assets to total resources of better than 
75 per cent--nearly as good as before the de- 
pression. Partly this has been accomplished by 
investing 40 per cent of their resources in se- 
curities, but more important is the fact that they 
have 36 per cent of their assets in loans and dis- 
counts, 40 per cent of which are commercial and 
industrial in contrast to 28 per cent for New 
Mexico banks. 

Is the poor earning assets position of New 
Mexico banks in the postwar period due to the un- 
willingness of New Mexico business to borrow or 
its inability to provide adequate justification for 
bank credit, or have the banks themselves been 
over-conservative and lackadaisical in promoting 
new business? 

Arizona bankers, generally regarded as pro- 
moters, either approvingly or accusingly, have 
79 per cent of their assets in some earning ca- 
pacity--37 per cent in loans and discounts in 
contrast to the New Mexico bankers' 30 per cent. 
There is some disposition to associate the vigor 
of their approach to the problem of bank credit 
with the more rapid economic development of 
Arizona. The question that occurs is: Would a 
more vigorous policy on the part of New Mexico 
bankers have similar results in this State? RLE 
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